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On September 26, 2018, President Trump and Japanese Prime Minister Abe announced plans to enter into
formal bilateral negotiations for a “United-States Japan Trade Agreement on goods, as well as on other
key areas including services, that can produce early achievements.” The announcement appeared to end a
nearly two-year stalemate, in which Japan was resisting U.S. pressure to enter into bilateral trade talks,
and at least temporarily suspended the threat of new U.S. tariffs against Japanese motor vehicles and auto
parts.

While the joint statement offers few details on overall negotiating objectives, both sides committed that,
in conducting negotiations, they will “respect positions of the other government” on market access
outcomes in the auto and agricultural sectors, in particular—namely, the U.S. goal of creating production
and jobs in the U.S. auto sector and the Japanese goal of protecting its agricultural sector. They also
committed to

e pursue negotiations on other trade and investment items following completion of the
agreement.

e strengthen cooperation to protect companies and workers from non-market oriented
policies and practices by third countries (i.e., China) and to pursue ongoing bilateral and
U.S.-Japan-EU efforts on discussions of WTO reform, e-commerce rules, and addressing
unfair trading practices.

o refrain from “taking measures against the spirit of this joint statement” and “make efforts
for the early solution of other tariff-related issues.”

The last point refers to recent U.S. tariff actions, which President Trump has indicated were an attempt to
pressure Japan, and other trading partners, into trade negotiations. In March, President Trump proclaimed
new steel and aluminum tariffs following a Section 232 investigation over the national security
implications of U.S. imports of these products. An additional Section 232 investigation on imports of
motor vehicles and auto parts remains ongoing, a major concern for top auto exporters such as Japan. As
it did with the European Union, the Trump Administration agreed it would refrain from imposing any new
auto tariffs on Japan while the new talks proceed, and will consider discussing possible alternatives to the
steel tariffs.
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The Trump Administration has sought bilateral negotiations as a way to reduce the U.S. trade deficit with
Japan ($56 billion in goods and services in 2017). In 2016, the United States and Japan essentially had
completed FTA negotiations, as part of the 12-nation Trans-Pacific Partnership (TPP) agreement.
President Trump withdrew from the TPP in 2017, after it had been signed but before it was enacted. In
early March, Japan, with remaining TPP members, signed the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership (CPTPP or TPP-11), a modified version of TPP. Japan is among the three
countries that have ratified the agreement to date. Japan had been hesitant to engage in bilateral talks with
the United States, instead urging a U.S. return to the regional TPP.

U.S.-Japan Trade and Investment Snapshot

As atop U.S. trade and investment partner, Japan is a long-standing U.S. priority for trade negotiations
(Figure 1). Autos and auto parts are a major driver of the U.S.-Japan goods trade deficit (about $50
billion of $70 billion), and historically, a source of bilateral trade frictions, particularly concerns over U.S.
access to the Japanese market. At the same time, Japan is a key source of investment supporting motor
vehicle and parts production in the United States—and overall the second-largest source of U.S. foreign
direct investment (FDI).

Figure 1. U.S. Goods and Services Trade with Top Partners, 2017
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Source: U.S. Census Bureau and Bureau of Economic Analysis.

Outlook for U.S.-Japan Trade Talks

Some Members of Congress and U.S. stakeholders welcomed the Administration’s announcement to
initiate formal trade talks with Japan. Proponents of a U.S.-Japan FTA highlight the potential economic
benefits of gaining new access to the Japanese market, particularly for agriculture and services, and
dismantling various nontariff barriers. Both countries also share several priorities in advancing new
regional and global trade rules, including in areas such as digital trade.

Whether the new trade talks will seek a comprehensive agenda based on past U.S. practice is uncertain.
The joint statement suggests a more limited scope, focused on “early achievements”—USTR Lighthizer
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suggested talks are likely to proceed in two phases, with initial talks seeking an “early harvest” on
reducing tariffs and other barriers to goods trade. Notably, both sides refrained from calling the
prospective deal a “free trade agreement”—Prime Minister Abe emphasized the agreement’s focus on
goods as “entirely different from the comprehensive FTAs that Japan has negotiated.” Some analysts are
skeptical that the agreement will achieve meaningful trade liberalization; others viewed the talks as a
favorable political compromise, especially for Japan.

Several issues may affect both the substance and timing of the new negotiations. These include the
following:

e  Moving On From TPP. TPP commitments may form the baseline for the new trade talks.
Japan asserts it offered the United States unprecedented agricultural market access in the
original TPP; while in TPP auto commitments, Japan’s primary offensive interest, the
United States secured the longest tariff phaseouts of any U.S. FTA. In the new talks, the
two sides have agreed to respect that Japan’s agriculture market access commitments will
not exceed those of its other agreements, and that auto provisions will be designed to
encourage U.S. production and jobs. Whether the Trump Administration will seek similar
outcomes to the recently concluded North American Free Trade Agreement (NAFTA)
renegotiation, such as tightened rules of origin in autos and a sunset clause requiring
periodic renewal of the pact, is unclear.

¢ Notification under Trade Promotion Authority (TPA). As in NAFTA renegotiations,
the USTR notified Congress under TPA procedures of its intent to enter into trade
negotiations with Japan—as of the notification on October 16, 2018, negotiations can
begin after 90 days. By contrast, U.S. efforts to negotiate limited amendments to the
U.S.-South Korea (KORUS) FTA did not follow TPA procedures. TPA provides for
expedited congressional consideration of implementing legislation for FTAs, provided
that the executive branch meets TPA requirements, including congressional notification
and consultation requirements. TPA also sets negotiating objectives for trade agreements,
in issue areas ranging from trade in goods, agriculture, and services, to foreign
investment, intellectual property rights, and labor and environmental issues. Whether the
scope of a trade deal with Japan as currently envisioned by the Trump Administration will
remain limited or be broadened to include other areas as designated by TPA is an open
question.

o Implications of FTAs that Exclude the United States. Several Members of Congress
and other stakeholders have raised concerns about U.S. exporters and producers,
especially in agriculture, losing out as other countries gain Japanese market access
through other trade deals. These include existing agreements such as the Australia-Japan
FTA, concluded but not yet fully implemented agreements such as the EU-Japan FTA and
CPTPP, and agreements under negotiation, such as the Regional Comprehensive
Economic Partnership (RCEP). As new agreements come into effect, the Administration
and Congress may be under increased pressure to secure comparable access to the
Japanese market in the new U.S.-Japan trade deal.
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